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SUMMARY: OFFICIAL HMG ESTIMATES PUT NET COST OF 10 PER- 
CENT OPEC OIL PRICE INCREASE TO UK TRADE BALANCE AT 270 
TO 300 MILLION POUNDS. THE MAIN BURDEN OF HIGHER PRICES 
IS LIKELY TO FALL ON GASOLINE. THE PRICE INCREASES WILL 
STRAIN BUT NOT SERIOUSLY ENDANGER THE SUCCESS OF HMG.S 
ANTI-INFLATION PROGRAM. END SUMMARY. 

1 . NOW THAT THE UNCERTAINTY OVER THE SIZE OF THE PRICE 
INCREASE ON IMPORTED OIL HAS BEEN REMOVED, GOVERNMENT RE- 
ACTION AND ASSESSMENT OF THE ECONOMIC IMPACT ARE BEING 
ACCORDED WIDE COVERAGE IN THE PRESS . THE FINANCIAL 
TIMES QUOTES ENERGY SECRETARY BENN AS PUTTING THE BALANCE 
OF PAYMENTS COST OE THE INCREASE AT ONE MILLION POUNDS 
PER DAY. HOWEVER, OTNER WHITEHALL SOURCES ARE REPORTED 
TO TAKE THE VIEW THAT WHILE ANNUAL OIL IMPORT COSTS ARE 
LIKELY TO RISE BY 330 MILLION POUNDS, HIGHER PRICES EOR 
RE-EXPORTED PETROLEUM PRODUCTS WILL OEFSET THIS DRAIN BY 
ABOUT 60 MILLION POUNDS. THESE FACTORS COUPLEO WITH THE 
ARRIVAL IN QUANTITY OE NORTH SEA OIL, EXPECTED TO SUPPLY 

10 TO 15 PERCENT OE UK DEMAND IN 1976, SHOULD GO LONG 
WAY TOWARD RELIEVING THE NEGATIVE BALANCE OF PAYMENTS 
IMPACT OF THE OPEC INCREASE. 

2. WHILE THE BALANCE OF PAYMENTS MAY BE ABLE TO WITH- 
STAND THE STRAIN OF AN ADDED 330 MILLION POUND OUTELOW OF 
OIL, THE ADVERSE IMPACT OE HIGHER COSTS FOR PETROLEUM 
PRODUCTS CANNOT BUT BE EELT THROUGHOUT AN ECONOMY TRYING 
TO BREAK THE BACK OF AN INFLATION CURRENTLY RUNNING AT AN 
ANNUAL RATE OVER MORE THAN 25 PERCENT. ESTIMATES OE THE 
DIRECT EFEECT OE THE PRICE INCREASE ON THE RETAIL PRICE 
INDEX (RPI) ARE OF THE ORDER OF 0.3 - 0.5 PERCENT. WHEN 

THE RIPPLE EFEECT OF HIGHER OIL PRICES WORKS THROUGH, THE 
ULTIMATE IMPACT ON THE RPI IS PUT AT ABOUT 0.75 PERCENT. 

AS WAS THE CASE FOR THE LAST MAJOR OIL PRICE INCREASE IN 
DECEMBER 1974, THE BURDEN OE THE HIGHER OIL PRICE IS EX. 

PECTED TO FALL MOST HEAVILY ON THE MOTORIST WITH IN- 
CREASES OE UP TO 8 PENCE PER IMPERIAL GALLON EOR PREMIUM 
GAS REGARDED AS PROBABLE. WITH PREMIUM GAS CURRENTLY AT 
73 PENCE PER GALLON, SUCH INCREASES ARE LIKELY FURTHER TO 
WEAKEN A MARKET ALREADY CHARACTERIZED BY INTENSE COMPE- 
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DOWN THE PRICE OF OIL FOR INDUSTRIAL AND HEATING PURPOSES 
SO AS TO MINIMIZE COST INCREASES FOR EXPORT INDUSTRIES 
AND THE PUBLIC AT LARGE. 
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3. COMMENT: THE 10 PERCENT OIL PRICE INCREASE IS NOT 
LIKELY TO lEOPARDIZE THE SUCCESS OF THE GOVERNMENT'S ANTI. 
INFLATION PROGRAM. FORECASTERS AT THE TREASURY AND ELSE. 
WHERE HAVE INCLUDED THE IMPACT OF HIGHER OIL PRICES (USU- 
ALLY MORE THAN LO PERCENT) IN THEIR MOST RECENT ESTIMATES. 
AS THE ACTUAL INCREASE IS AT THE LOW END OF WHAT HAD BEEN 
ANTICIPATED, THE FEELING.ACCORDING TO SOURCES AT HM TREAS- 
URY AND AT THE NATIONAL INSTITUTE FOR ECONOMIC AND SOCIAL 
RESEARCH,IS THAT THIS INCREASE CAN BE ACCOMMODATED WITH- 
OUT GREAT DAMAGE. THE MOST CONTROVERSIAL ASPECT IS LIKE- 
LY TO BE THE WAY IN WHICH THE PRICE INCREASE IS APPOR- 
TIONED AMONG THE VARIOUS PETROLEUM PRODUCTS. A SOURCE AT 
THE PRICE COMMISSION TELLS US THAT NO DECISION HAS YET 
BEEN MADE ON THIS ISSUE. THE RULES SUGGEST THAT THE IN- 
CREASE SHOULD BE SPREAD EVENLY ACROSS THE RANGE OE OIL 
PRODUCTS. HOWEVER, AS WAS TRUE LAST DECEMBER, IT IS LIKE 
LY THAT THE ENERGY SECRETARY WILL PUSH EOR THE BULK OF 
THE INCREASE TO BE PLACED ON THE PRICE OE GASOLINE. THIS 
ISSUE WILL BE SETTLED SHORTLY AS THE PRICE COMMISSION 
MUST RULE WITHIN 28 DAYS ON AN APPLICATION FOR A PRICE 
RISE. COMPLICATING ITS DECISION WILL BE THE TIMING OFTHE 
INCREASE AS ANY INVENTORIES OE CHEAPER OIL WILL BENEFIT 
FROM THE HIGHER PRICE. ACCORDING TO OUR SOURCE NO DECI- 
SIONS AS TO THE TIMING OR THE MAGNITUDE OF THE PRICE IN- 
CREASE HAVE YET BEEN TAKEN. 

RICHARDSON 



LIMITED OFFICIAL USE 



NNN 



Margaret P. Grafeid Deciassified/Reieased US Department of State EO Systematic Review 06 JUL 2006 




Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Message Attributes 



Automatic Decaptioning: X 
Capture Date: 01 JAN 1994 
Channei indicators: n/a 
Current Classification: UNCLASSIFIED 

Concepts: PETROLEUM, PRICES, ANTIINFLATIONARY PROGRAMS, GOVERNMENT REACTIONS 

Control Number: n/a 
Copy: SINGLE 
Draft Date: 29 SEP 1975 
Decaption Date: 01 JAN 1960 
Decaption Note: 

Disposition Action: RELEASED 
Disposition Approved on Date: 

Disposition Authority: GolinoFR 
Disposition Case Number: n/a 
Disposition Comment: 25 YEAR REVIEW 
Disposition Date: 28 MAY 2004 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1975LONDON14984 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Film Number: D750337-0149 
From: LONDON 
Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: Iink1975/newtext/t1975096/aaaaaerg.tel 

Line Count: 200 

Locator: TEXT ON-LINE, ON MICROFILM 
Office: ACTION EUR 

Original Classification: LIMITED OFFICIAL USE 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 4 

Previous Channel Indicators: n/a 
Previous Classification: LIMITED OFFICIAL USE 
Previous Handling Restrictions: n/a 
Reference: n/a 

Review Action: RELEASED, APPROVED 
Review Authority: GolinoFR 
Review Comment: n/a 
Review Content Flags: 

Review Date: 22 APR 2003 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <22 APR 2003 by BoyleJA>; APPROVED <23 APR 2003 by GolinoFR> 

Review Markings: 

Margaret P. Grafeld 
Declassified/Released 
US Department of State 
EO Systematic Review 
06 JUL 2006 



Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: OIL PRICE INCREASE - REACTION AND IMPACT LIMITED OFFICIAL USE 
TAGS: ECON, EFIN, UK, OPEC 
To: STATE 
Type: TE 

Markings: Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 



Margaret P. Grafeld Declassified/Released US Department of State EO Systematic Review 06 JUL 2006 




